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TAXATION OF INDUSTRY 


Part I — Intercity Comparisons 


The results of any study to determine the differences in industrial taxes between 
locations depend to a large extent upon how the survey is conducted. 

One method, for instance, is to list the principal sources of a state’s revenue. 
From this standpoint the presence of a sales tax or the absence of a corporation 
income tax is sometimes taken as an indication of encouragement to manufacturers. 
But this is on a state level, and the taxes of cities and towns may tell a different story. 

Another method calculates taxes on a per capita basis, but this method again 
says little about what a particular company would pay in a particular location. This, 
after all, is the basis upon which decisions are made. A method which comes closer 
to reality is to ask companies with many plants how much tax they pay in each 
location. But different plants, even of the same firm, often differ in earnings and 
assets, making this an unsatisfactory way of determining what a specific firm would 
pay in different locations. 

The soundest method of comparison, though the most difficult, is to list the taxes 
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This article is based on a report, State and Local 
Taxation of Industry—Some Comparisons, by John 
Strasma, a graduate student in economics at Harvard 
University. Strasma conducted the survey with as- 
sistance of the Federal Reserve Bank of Boston and 
the Greater Boston Economic Study Committee. Copies 
of the complete study are available on request from 
the bank’s Research Department. 

Part Two in this series will appear in the March 
issue of New England Business Review. 











which a specific firm—either actual or hypotheti- 
cal—would pay in several alternate locations. 
This was the method used in a recently published 
survey by the New York Metropolitan Region 
Study. A sample of 25 actual manufacturing 
establishments was studied to determine the 
taxes they would pay in each of 64 locations. 
The Pennsylvania Economy League constructed 
three hypothetical firms and computed their tax 
bills for 237 localities in 10 states. 

The big question in studies using this method 
is, how would the firm be assessed in the indi- 
vidual town or city? Most studies rely either 
upon the response of a local assessor to a ques- 
tionnaire, or upon ratios of assessment to market 
value assembled by state equalization commis- 
sions. Reliance on the response of assessors is 
dubious because of the legal requirement that 
all property be assessed at the same ratio (usually 
100 percent) of its true value. Few assessors are 
in a position to give a perfectly frank answer 
to a questionnaire that might be used as evidence 
in a taxpayer suit later on. 

Official equalization studies attempt to deter- 
mine overall ratios of assessed value to true 
value for purposes of school aid or similar for- 
mulas. These studies lump all types of property 
together, but almost everywhere industrial real 
estate is assessed at a different ratio to market 
value than is residential property. 

The tax survey on which this article is based 
attempts to overcome these obstacles by deter- 
mining ‘from a number of sources the ratio of 
assessed to true valuation of manufacturing 
plants in each community. The technique was 
to interview the individuals most likely to know 
from personal experience assessment practices in 
their towns. They included accountants, as- 
sessors, bankers, industrial realtors and builders, 
attorneys, taxpayer organizations, manufacturers’ 
associations, and above all the president, treas- 
urer, or controller of manufacturing companies 
that had recently expanded their plants or 
erected new buildings. 

These interviews were supplemented in Massa- 
chusetts with mail surveys of sa eemmamaiinaaie and 
of assessors. 
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Even though the tax estimates obtained by this 
investigation are believed to be the best possi- 
ble, they are still subject to qualification. For 
one thing, there are problems of evaluation on 
which honest men can differ. Another, and per- 
haps more important, qualification is that local 
taxes are subject to negotiatién. These estimates 
are intended to represent a rough average of the 
tax bills that a number of new firms could have 
negotiated in each location in 1958. A consider- 
able amount of bargaining is possible, especially 
where there is a good deal of local unemployment 
and when the company can choose among several 
communities. 

It is also important to remember that tuxes— 
and assessors—change. This survey is for 1958 
only, and cannot necessarily be applied to future 
years. Baltimore, for example, is unusually low 
for 1958 because it has repealed its tax on ma- 
chinery and inventories for new manufacturers. 
New taxes or much higher rates are expected in 
1959, to replace the revenue lost by the repeal. 
Because of the investigation required for each 
location, the survey was quite limited in scope. 
It covered only seven states, and in most states 
only one urban-suburban situation. The cover- 
age in each state is not to be taken as representa- 
tive of all, or even an average of, locations in 
those states. 

The survey compares taxes exclusively and 
does not consider services provided by the state 
or community. The level of these services, which 
influences other costs, is considered along with 
taxes in choosing locations. 

To illustrate the taxes. which different types 
of manufacturers would pay in the locations sur- 
veyed, average financial statements were de- 
veloped for two types of firms. Firm A repre- 
sents the typical manufacturer in a “light indus- 
try,” the kind of manufacturer that many cities 
are seeking. Firm B is much smaller, but repre- 
sents a firm which is rapidly growing in its field. 
It has relatively little capital and depends on 
reinvested earnings and loans to expand. 

The estimated taxes these two manufacturers 
would pay in seven cities, and a suburban loca- 
tion for each, are presented in the chart on 
Included are sales and franchise taxes 
and taxes on property and -income. 

The geographical pattern seems to put New 
England cities and Chicago in one tax category 
and the other non-New England cities in another. 
This geographical pattern is not as strong when 
suburbs are ranked separately, particularly with 
the Chicago suburb in the lowest tax category 
for both hypothetical corporations. 

Based on these seven urban-suburban situa- 
tions, it would appear that the tax difference 
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between cities and their satellites are much greater 
in some locations than in others. 

No correlation appears in this survey between+ 
the population of the city and its tax on indus- 
try, relative to other cities. The cities rank, by 
population, in this order: Chicago, Baltimore, 
Boston, Cincinnati, Indianapolis, Providence, 
and fartford. While Chicago and Boston are in 
the higher tax category, Baltimore ranks lowest. 
Providence and Hartford, with the smallest pop- 
ulations, are in the higher tax category. 

Perhaps more important to the businessman is 
taxes as a percent of income. For Corporation 
A, state and local taxes would take the following - 
share of income before Federal taxes: 


Boston 25.6% Bloomfield 20.6% 
Providence 24.5 Needham 18.2 
Hartford 23.6 Sparrows Pt. 14.5 
Chicago 23.5 N. Smithfield 14.4 
Indianapolis 15.5 Speedway 13.9 
Cincinnati 14.8 N. Bend 12.4 
Baltimore 12.9 Kankakee 8.5 


Again this ranking bears out the geographical 
pattern of New England and Chicago (but not 
its suburb) in-the higher tax category. It points 
up the fact that it is not necessarily bigger cities 
alone which put New England in the higher 
tax category. The top locations for both the 
cities and the suburbs are in New England. 
This comparison finds a range of state and local 
taxes from $25,407 to $76,171 for a corporation 
with net profits before Federal taxes of almost 
$300,000. A difference in taxes of some $50,000 
or 17 percent of profits is significant. Even if 
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the Federal income tax does in effect reduce the 
difference to $25,000, this is still 17 percent of 
after-tax profits and worth thinking about to 
most businessmen. 


Illustrative Firms 


Comparison of taxes by illustration requires 
that the hypothetical firm be constructed from 
averages which bear a reasonable resemblance 
to the industrial firms likely to locate in the 
area. The specific figures put in the balance 
sheet and income statement determine what taxes 
must be paid,-and if the hypothetical firm’s finan- 
cial statement differs markedly from those of 
actual manufacturers, the tax comparison is all 
but meaningless. 

In all of the suburban communities visited, 
there was one kind of company that the local 
citizens seemed eager to attract This is that 
nebulous class called “light industry.” Such 
plants might be described as attractive, single- 
floor buildings containing production or assem- 
bly operations which are inoffensive and safe. 

In Massachusetts, quite a few of the type of 
plants described have located along Route 128, 
Boston's circumferential highway. The basis of 
the figures in Corporation A’s balance sheet are 
averages for 39 of these operations surveyed 
last year for the Massachusetts Department of 
Public Works. (Economic Impact Study of 
Massachusetts Route 128, by A. J. Bone and 
Martin Wohl.) Financial statements were com- 
pleted by using ratios for all U. S. manufacturers 
from the FTC-SEC Quarterly Financial Report. 
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Corporation B, the typically small but growing 
company, is a composite of five borrowers from 
the Massachusetts Business Development Corpo- 
ration. This state-chartered, private institution 
was organized to make loans to firms unable to 
borrow from conventional sources. These bor- 
rowers represent the type of company which 
wants to expand in order to cut unit costs and 
increase production. They are faced with the 
question of how much their property taxes will 
go up when they expand. The companies on 
which this firm is based, rent space, rather than 
own their own plants. The tax comparisons are 
incomplete to the extent that some of their tax 
burden is concealed in their rent payments. 

Only a slight change in assumptions about the 
nature of assets, such as the level of inventories, 
would alter the tax bill of the company in each 
location. The effect of changes in assumption 
can be illustrated by comparing taxes of a hypo- 
thetical firm in -the electrical-machinery indus- 
try. A firm that might open a new plant in 1958, 
with about the same $3 million in total assets 
as Corporation A, was constructed on the basis 
of financial ratios for the industry presented in 
the FTC-SEC Quarterly Report. On the assump- 
tion that the plant consists of new building and 
equipment, the tax comparison is as follows: 


% Change from 
Corp. A 
+2.7 
+2.5 
+4.2 
+3.5 
+2.5 


+1.7 
—1.4 


—9.5 
42 
—5.3 
—6.8 
—9.2 

+14.8 

+16.4 


‘1958 Tax 
$78,200 
55,500 
76,200 
45,000 
72,000 
62,300 
69,000 
23,000 
46,000 
35,000 
43,000 
37,500 
44,100 
50,300 


Boston 
Needham 
Providence 
N. Smithfield 
Hartford 
Bloomfield 
Chicago 
Kankakee 
Cincinnati 
N. Bend 
Indianapolis 
Speedway 
Baltimore 
Sparrows Pt. 


These changes take place because the firm has 
higher income and carries larger inventories than 
Corporation A, but has less realty and machinery 
and pays less in sales tax. 


Choice of Locations 


The ideal tax comparison would require that 
services rendered by the communities should be 
the same. Not only do communities vary in the 
services provided, but there is variation in the 
method of charging for them. Where there is a 
charge for service, such as sewage disposal, our 
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local tax figures are not completely consistent 
in this respect. 

Tax, then, is only one element in the whole 
process of deciding a plant's location. But with 
the tax comparison in hand, the businessman 
can make his own allowances for other differ- 
ences, many of which are definitely subjective. 

For this study, urban-suburban situations simi- 
lar to the Boston area were selected. The loca- 
tions chosen included urban centers with a good 
deal of industry, but little land left for more, 
and suburban areas that are now attracting indus- 
trial development. 

There are, of course, many such areas that 
could be included, but the thorough investigation 
required of each locality limited the total to 
seven. The suburban town of each city was 
chosen by asking local businessmen and realtors 
which of the suburbs was the most successful in 
attracting new industry. To the extent possible, 
suburban locations were chosen which were com- 
parable to each other in such ways as accessi- 
bility to the city, site availability, service pro- 
vided industry, and population density. 

A number of additional cities of varying sizes 
were included in Massachusetts and Rhode Island, 
as well as several Boston suburbs. Comparisons 
of taxes within a state based on these locations 
will be presented in Part II of this series. 





HYPOTHETICAL CORPORATIONS 





CORP. A CORP. B 





ASSETS 

$ 217,204 $ 19,000 
81,771 

257,000 

672,000 


Rc ee eee 
U.S. Gov't. Securities .... 
Accts. Receivable 

Inventories ; 
Other Current Assets 13,000 





Total Current Assets 1,643,087 


113,641 
818,991 
506,027 
1,438,659 


$3,081,746 


961,000 
25,000 
28,000 

155,000 

208,000 

$1,169,000 


Building (net) 
Machinery (net) 


Total Fixed Assets 
TOTAL ASSETS 











LIABILITIES 

Accts. Payable 

Notes due Currently 

Accrued Federal Taxes 

Other Current Liabilities 

Total Current Liabilities 

Debt Due in More then One Year 
TOTAL LIABILITIES 


Capital Stock 


$ 268,311 $ 142,000 
183,985 424,000 
94,548 49,000 

a ape 44 45,000 
672,056 660,000 
723,163 94,000 
$1,395,219 154,000 


605,617 274,000 
Earned Surplus 1,080,910 141,000 


TOTAL CAPITAL $1,686,527 415,000 
TOTAL LIABILITIES AND CAPITAL.| $3,081,746 | $1,169,000 


$2,388,000 




















Total 1958 Seles 
Operating Income 
Other Income 


$6,082,608 


Pre-Federal Tax Income 


164,000 
Profits after Federal Taxes 


84,220 





148,459 
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